Cost of Serv1ce

. Formulatlon for Gas
~ from Oll_ Reservoufs

.V LI9IHX
7 LISIHXT




EXHIBIT A

COST OF SERVICE FORMULATION
FOR GAS FROM OIL RESERVOIRS

The monthly cost of service charge directly attributable to the
sale to Mountain Fuel Supply Company of natural gas provided by
Wexpro Company from certain properties as set forth in the
Agreement will include the following costs. (Section references are
to the relevant portions of the Agreement to whlch this exhibit is
attached ) .

1. Operating Expenses. Reasonable and necessary operating
expenses incurred by Wexpro and allocated to the production,
gathering, treatment and disposition of natural gas. Such expenses
will include operating and maintenance expenses, administrative
and general expenses, royalties (including compensatory royalties)
and fees based on the monthly level of production, and other
common business expenses.

2. Depreciation. The allocated monthly depreciation expense
as computed by the unit-of-production method where applicable or
one-twelfth of any annual depreciation expense computed using
applicable depreciation methods other than the unit-of-production
method as allowed by and computed under the terms of the
Agreement.

3. Amortization and Depletion. The allocated monthly
- accrual recorded for the billing month as amortization and depletion
of producing lands and land rights, amortization of intangible gas
plant and other amortized expenses.

4. Taxes.

(a) Taxes Other than Income Taxes. Accruals recorded
for the billing month with respect to taxes other than federal and
state income taxes allocated to natural gas operations, adjustments
of such accruals for tax expenses previously billed, and such taxes

paid but not prevmusly billed, 1nc1udmg any state and local income
taxes.

(b) Federal and State -_Income Taxes. Federal and state
income taxes for the billing month attributable to the investment of




Wexpro allocated to natural gas production facilities, computed by
multiplying the return by the marginal composite income tax rate
(section I-38) divided by 1.0 minus the marginal composite income
tax rate.

3. Return. Return is computed using the base rate of return
~ (section I-44) as adjusted from time to time under the procedure
specified in the Agreement. For natural gas that is produced from
enhanced recovery facilities to which a 2% adjustment is applicable
(paragraph II-6(b)), the 2% risk premium applies to those facilities
only. For natural gas that is produced from development gas wells to
which a 5% risk adjustment is applicable (paragraph II-8(b)), the 5%
risk premium applies to those facilities only.

The investment used as a base to which a rate of return is
applied will be computed in total for each category of investment
subject to (1) no risk premium, (ii) the 2% risk premium, and (iii) the
5% risk premium, and will be one-twelfth of the sum of:

(a) The allocated, actual original investment including
AFUDC in wells, well facilities and plant facilities utilized or
held for future use in connection with the production,
gathering, treatment and disposition of natural gas and oil,
less accumulated reserves for depreciation and amortization of
such plant facilities; plus

(b) A general plant allowance calculated by multiplying
the amount in paragraph (a) above by 6.3%; plus

(c) A cash working capital allowance for each category of
investment (no risk premium, 2% risk premium, and 5% risk
premium) equal to 45/365 of the allocated operating expenses,
identified in section 1 above, less royalties and annualized by
multiplying the monthly amounts by 12; plus

(d) A credit for the balance of accumulated deferred
income taxes and other tax-timing reserves accrued solely as a
result of facilities installed after July 31, 1981, for each
category of investment (no risk premium, 2% risk premium, 5%
risk premium).

6. Costs, expenses and investments will be allocated only when
direct assignment cannot be made to specific products. When any




cost, expense or investment is related to the production of joint
products and direct assignment cannot be made, the product alloca-

P % . tion procedure (section 1-47) will be used.

. 7.Page 4 of this exhibit is an example of the calculations to be
B3 used for natural gas that is subject to this cost-of-service determina-

“tion. The individual numbers are illustrative only and do not
represent any actual circumstances.
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EXHIBIT D

MARGINAL COMPOSITE TAX
RATE CALCULATION

For determining the marginal composite tax rate defined in
section I-38, the composite state tax rate tg is determined as follows:

e .+ W.
= 3t xInv1 R:(;pt1 W,

where

Inv,  is the percentage of Wexpro's total-company invest-
ment in state 1,

Rept;  is the percentage of Wexpro's total-company gross
receipts from state i,

W, is the percentage of Wexpro’s totalcompany wages
paid to employees residing in state i,

r; is the marginal state tax rate applicable in state i.

The summation ranges over all states in which Wexpro has -

investment or employees or makes sales. (Note that 2 Inv 1.0,
> Rept;=10,and 3 W;=10)




£ea1l’
0 qoIvo
10000 0820
0 0
S1a00 0580°
0 1)
L1000 0060
66000 G190
03000 0590’
67200 0060°
0 0
L1600° 00¥0°

Sy

M+ hdoyg +faug ¥ ta Iy

00000°1

.

coog

€6650°
o
o
6v190°
LBI6C
11¢8¢

'Mm

00000°T
0
0
o
SETVO
29820
PPI00
TET00
e
€910
91E8E
66L50°

hdoy

000001
01000
€5000
81000
LEEED
90810°
8EG00°
9v800°
66600
o100
evviL
GELLO

faug

I o

|

11861 - NOLLVTINDTVO HLVYH XVL d.LV.LS HLISOdINOD

1

s[e10],

BYSRIGaN
uoga1()
2IOYe(] S
2103 'N
BPRAIN
OOIXIA] MIN
BURJUOIA]
oy4ep]
OpRIO0))
SuruwoA (A
yelin

SIL:ATS

"0861 94 Jepud[ed 10] SI BIBP [TV

AN
EEST0" + (L9¥86) 9%
ST+ G1-1) A
eesto

1

P'*C\JCY)'TI“LOLOE\-OOOEE_‘D

»



~ Operator Service Fee




EXHIBIT E
OPERATOR SERVICE FEE

The monthly operator service fee to be charged to Mountain
Fuel Supply Company by Wexpro for the production of hydrocarbons
from certain properties as set forth in Article III of the Agreement
will include the costs detailed below. Any reference to investment
and facilities in this determination will be only to “post-July 1981
facilities” as described in section III-4 of the Agreement. No
leasehold carrying costs or exploration and development expenses
related to dry holes will be included as costs or expenses in this
determination. (The Company’s investment in properties described
in Article IIl made prior to July 31, 1981, and other Company
investment made after July 31, 1981, pursuant to Article Il will be
accorded rate-base treatment as a part of the Company’s natural gas

rate determinations by the Utah and Wyoming Public Service
Commissions.

~ 1.Operating Expenses. Reasonable and necessary operating

expenses incurred by Wexpro and allocated to the production,
gathering, treatment and disposition of hydrocarbons. Such expenses
will include operating and maintenance expenses, administrative
and general expenses, royalties (including compensatory royalties)
~and fees based on the monthly level of production, and other
common business expenses.

2. Depreciation. The allocated monthly depreciation expense
as computed by the unit-of-production method where applicable or
one-twelfth of any annual depreciation expense computed using
applicable depreciation methods other than the unit-of-production
method as allowed by and computed under the terms of the
Agreement.

3. Amortization and Depletion. The allocated monthly
accrual recorded for the billing month as amortization and depletion
of producing lands and land rights, amortization of intangible gas
plant and other amortized expenses.

4. Taxes,

(a) Taxes Other than Income Taxes. Accruals recorded |
for the billing month with respect to taxes other than federal and
state income taxes allocated to natural gas operations, adjustments




of such accruals for tax expenses previously billed, and such taxes
paid but not previously billed, including any state and local income
taxes. . '

(b) Federal and State Income Taxes. Federal and state
income taxes for the billing month attributable to applicable invest-
ment in hydrocarbon production facilities, computed by multiplying
the return by the marginal composite income tax rate (section I-38)
divided by 1.0 minus the marginal composite income tax rate.

5. Return. Except for Wexpro's investment in commercial
development wells, return on post-July 31, 1981, facilities (section
- [I-4) is computed using the base rate of return (r) (section 1-44), as
adjusted from time to time under the procedure specified in the
Agreement. For investment in commercial development wells, the
return is computed on the basis of the base rate of return plus arisk
premium of 8.00% (r + 8.00).

The investment used as a base to which a rate of return is
applied will be computed in total for each category of investment
subject to(i) no risk premium, and (ii) the 8% risk premium, and will
be one-twelfth of the sum of:

(a) The actual original investment including AFUDC in
wells, well facilities and plant facilities utilized or held for
future use in connection with the production, gathering,
treatment and disposition of natural gas, natural gas liquids
and oil, less accumulated reserves for depreciation and amortiz-
ation of such plant facilities; plus

(b) A general plant allowance of 6.3% times the sum of the
amount in paragraph (a) and the depreciated investment in
wells, well and plant facilities related to production of hydro-
carbons under Article IIl of the Agreement as reflected in the
Company's Utah and Wyoming Public Service Commission
utility rate base (It is understood that the Company will
correspondingly reduce its Utah and Wyoming Public Service
Commission utility rate base by those investments in general
plant that have heretofore been used in carrying out activities
in connection with such properties); pius




(c) A cash working capital allowance for each category of
investment (no risk premium, and 8% risk premium) equal to
45/365 of the allocated operating expenses, identified in section
1 above, less royalties and annualized by multiplying the
monthly amounts by 12; plus

(d) A credit for the balance of accumulated deferred
income taxes and other tax-timing reserves accrued solely as a
result of facilities installed after July 31, 1981, for each
category of investment (no risk premium, 8% risk premium).

6. Costs, expenses and investments will be allocated where
appropriate, but only when direct assignment cannot be made.




